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NEPAL KEY ECONOMIC INDICATORS 


Al! values in USS million and for end of 
period unless otherwise stated (1) US$! .00 = N.Rs. 12,50 


NEPAL FISCAL YYAR  ————t—~CS oO Ee 
Mid-July to mid-July 6 Embassy 
FY74/75 FY75/76 Change Projection 


INCOME & PRODUCTION 
GDP at current prices (est.) 1,206 | 290" , 1; 567 
GDP at constant FYI965 prices (est.) 568 585 33 597 
Per capita GDP, current prices 95 99 - 102 
Agricultural production (000 MT) 
Foodgrains 3, 780 3,907 a 3,985 
Cash crops 669 666 5 670 


MONEY & PRICES 
Money supply 107. 118. 
Interest rates 
Central Bank (treasury bills) 4, A 
Commercial S8ank (prime) 1D 15. 
Commercial Bank (average) 18. 18. 
Retail price index (1972/73 = 100) 134. 


RALANCE OF PAYMENTS & TRADE 
Gold and convertible currency reserves (2) 106. 
Indian currency reserves ZA 
External public debt outstanding 32s 
Annual debt service in 
Balance of payments (basic balance) 4 
Ralance of trade -76. 
Exports, FOB 71 
Overseas exports, FO? 2 
U.S. share (3) 2 
Imports, CIF 147. 
Overseas imports, CIF Sra 
U.S. share (3) is 
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Overseas tourist arrivals 72,084 86 ,000* 
Main imports from U.S. (1975): Insecticides $1.97, machinery $.84, food $. 


(1) The Nepalese rupee was devalued from Rs. 19.55 to 12.50 to the’ dollar in 
October 1975. All figures representing essentially local currency values 
have been converted for the prior year also at the present exchange rate for 
the sake of consistency in comparison. 

Official plus commercial bank holdings. 

There is a substantial inconsistency between USG and GON statistics on U.S. 
trade with Nepal. GON fiqures are given here for the sake of conformity with 
the rest of the trade data. 


estimate Sources: Nepal Rastra Bank, National Plannina 
as of May 1976 Commission, “inistry of Finance, 
as of January 1976 Trade Promotion Center, Embassy 

# October 1974-July 1975 estimates 





SUMMARY 


The Nepalese economy fared rather better than usual during the 
past year. The severe inflation of previous years virtually 
disappeared; a sharp decline in foreiqn exchange reserves was 
reversed, due mainly to robust export performance; and the all- 
important agricultural sector performed unusually well. Govern- 
ment development efforts, assisted by a large variety of foreign 
aid donors, are continuing to expand, with an increasing emphasis 
on bolstering production. Nevertheless, the Nepalese economy 
remains shackled by an overwhelming dependence on traditional 
subsistence agriculture, relative lack of natural resources, 

and serious transportation constraints. Over 90 per cent of 

the population of 13 million is dependent on agriculture, which 
accounts for some two-thirds of the domestic product. An 
increase of over 6 per cent in rice production last year was 
chiefly responsible for an estimated 3 per cent growth in GPP, 
yet in per capita terms population growth of 2.5 per cent con- 
sumed most of this gain. The industrial sector is minute and 
hampered by a scarcity. of management skills, but beainning to 
expand in size and scope. In the coming year, prospects for 
another good harvest offer hope for additional modest qains. 

In the loncer term, however, severe population pressure is 
resultina in accelerating deforestation and soil degeneration, 
and it is not at all clear whether government conservation and 
development efforts will be sufficient to keep increases in 

food production equal to population growth, much less achieve 
per capita gains. 


The best opportunities for U.S. business in Nepal are related 
to foreian-aid financed projects in the agricultural, trans- 
portation, and hydroelectric sectors. Possibilities also exist 
for investment in tourism, forestry products, and agribusiness. 
The Government of Nepal warmly encourages foreign investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


From available estimates, it appears that Nepal's aross domestic product 
increased by about 3% in real terms in FYI975/76 (Nepalese fiscal year: 
mid-July 1975 to mid-July 1976). With an inflation rate of around 4%, 

the increase in current prices was therefore some 7%, to an equivalent of 
$1,290 nillion. Recent statistical sample surveys have indicated that the 
population growth rate is close to 2.5%, even higher than previously 
estimated. The population thus presumably passed the 13 million mark 
during the past year, resulting in a per capita GDP of just under $100. 

In real terms, of course, there was only a nominal improverent in per 
capita GDP, yet even this represents proaress over the previous year, when 
real per capita GDP marginally decreased. (Agricultural, trade and pro- 
duction statistics in Nepal are more in the nature of educated guesses than 
hard data. These figures and others cited in this report should be treated 
ainaerly.) 


This gain was due to the improved performance of the all-important agri- 
cultural sector, which accounts for some two-thirds of the national product 
and employs over 90% of the population. Although there was no gain in cash 
crops (principally jute, sugar, potatoes and oilseeds), foodgrain production 
increased by 3.4% in quantity. Particularly important was the performance 
of rice, the key staple crop, which constitutes some two-thirds of total 
foodarain production. Rice production was up by 6.2% to 2.6 million tons, 
mostly as a result of increased yields. Less heartening was the decline of 
maize, an important staple for the hill population, by 9.5%. In the mean- 
time, the role of wheat in Nepalese aariculture continues to arow rapidly, 
with production increasing in the past year by 16% to 386,000 metric tons. 
This improved agricultural performance was due primarily to very qood 
weather conditions. Although weather prospects for the current year are 
also good, it is doubtful whether gains similar to those of the past year 
will be possible. Last year's yields are close to the maximum possible 
within the context of the present limited fertilizer usage and irrigation 
facilities and the scope for expanded acreage is very small. The basic 
issue in Nepalese agriculture remains the struggle to keep production gains 
equal to population growth. This struggle assumes even greater proportions 
in light of the fact that intense population pressure in the hills is 
resulting in an accelerating rate of deforestation and soil deterioration. 


The performance of Nepal's tiny industrial sector (10% of GDP, of which 

over half is represented by cottage industries) was also relatively upbeat 
during the past year. Although production was off in a number of categories 
(sugar, cigarettes, building materials, etc.), the crucial jute industry 
increased output substantially. In addition, although statistical data 





are not yet available, production from a new cement factory (Nepal's first), 
a rehabilitated cotton textile mill, and several other smaller scale new 
enterprises should have siaqnificantly increased the contribution of industry 
to GDP. Much of the larger scale industrial activity is in the qovernment 
sector. This is due to a lack of private entrepreneurship more than to 
government policy, which by and large offers considerable encouragement and 
incentives to private investment. Aside from a certain amount of Indian 
money, private foreign investment is virtually non-existent. 


Progress has continued in the development of transportation and communica- 
tions. Amonq other activities, some 250 kilometers were added to the road 
network, including 90 km of paved road; telephone facilities were intro- 
duced to three new localities, bringing the total number of localities 
served to 16; and a new electric trolley bus service (a Chinese aid project) 
was inaugurated in Kathmancu. As this report is being written, Royal Nepal 
Airlines Corporation is finalizing the lease of a Boeing 797 which will 
recore the second jet in the RNAC fleet and enable the inauguration of 2NAC 
routes to Hong Kong and Sri Lanka. This should result in a considerable 
boost to the tourist industry. In the meantime, the qreater Kathmandu area 
is on the verge of experiencing a chronic power shortage as demand for 
electricity begins to outstrip generating capacity. This shortage will not 
be substantively alleviated until the recently initiated 60 mw Kulekhani 
hydroelectric project comes on-stream in 1981. 


Budget and Finance 


The aovernment budget for FYI976/77 which was announced July 6 reflected a 
consistent continuation of the government's development strategy. Estimated 
expenditures of $209 million represent a 32% increase over the previous year. 
Development activities account for $143 million, or 68% of this total. 
Increasing emphasis is being given to agriculture and social services, but 
transportation and communications continue to consume a large, though 
decreasing, part of the development budget. Government revenues are 
expected to increase by 31% to $124 million. A number of modifications in 
the tax structure were desiqned to shift an even greater part of the burden 
from direct to indirect taxation. For example, reduction of the maximum 

rate for both personal and company income taxes from 60 to 51% was compensated 
for by increases in a variety of customs, excise and sales taxes. Total 
government revenues still are only around 6% of GDP, probably one of the 
lowest rates in the world, but the largely subsistence nature of the greater 
part of Nepalese economy precludes a much higher rate of resource mobiliza- 
tion. 


The double-digit inflation which had been plaguing the Nepalese economy 

for the past several years abated in FY75/76. The estimated inflation rate 
for the year is 4%. Almost all of this increase occurred in the first 
quarter, and many important food prices dropped substantially toward the 
end of the year. This leveling off of prices was due primarily to 





conditions in India, which largely determine prices in Nepal, but also 

to the good domestic harvest and to government administrative actions to 
check profiteering and to constrict money supply. On October 9, 1975, 

the Nepalese rupee was devalued against the U.S. dollar by 15.6%, from 

Rs. 10.55 to the dollar to Rs. 12.50. This action was taken chiefly to 
restore orderly cross-rates with the dollar and the Indian rupee, against 
both of which the Nepalese rupee is pegged, after the Indian rupee's decline 
earlier in the year. 


On July 9 of this year the Nepal Rastra (Central) Bank announced a modi fica- 
tion of the banking interest rate structure in the light of improved 
economic conditions. Savings deposit rates were only nominally reduced, 
e.g., from 15 to 14% for one-year time deposits; but loan rates for 
‘encouraged’ industries were cut substantially, from 15 to I1% in most 
cases. The rather unusual pattern of interest rates is a result of the 
government's desire to stimulate a higher savings rate, while at the same 
time encouraging industrial investment as much as possible. The banking 
system should still be able to show a profit as the bulk of its business 
remains in 18% commercial loans. 


Trade and Balance of Payments 


Nepal's balance of payments improved substantially in FYI1975/76. After an 
almost uninterrupted climb for more than two decades, the country's aold and 
foreign exchanae reserves (official, plus commercial bank holdings) had 
peaked at $156 million, including $29 million worth of Indian rupees, in 

late 1974, and plunged by $32 million over the next six months as a result 

of weak export earninas combined with an abnormal surge in imports. During 
the past year, however, a greatly reduced trade deficit resulted in a turn- 
around, and reserve holdings had reached $143 million (including $24 million 
in Indian rupees plus a $2 million accounting gain from a revaluation of gold 
holdings) by May 1976. This was primarily the result of substantially higher 
export earnings, particularly for rice and jute, in conjunction with an only 
moderate increase in imports. A dramatic reduction of unauthorized capital 
outflows to India also aided the turnaround. 


India continues to dominate Nepal's foreign trade, although her share of 
the Nepalese market dropped in the past year from 78% to around 70% of 
total imports of $153 million; and from 84% to 75% of exports of $75 million. 
These figures refer to officially recorded trade; a substantial volume of 
unrecorded border trade with India also exists. Primary exports to India 
are rice and timber; leading imports are textiles, chemicals, vehicles, 
construction materials, and machinery. At the time of this writing Nepal 
and India are engaged in the reneaotiation of their bilateral trade and 
transit agreement, which expires in August. Nepal is hoping to achieve 
some improvements in transit facilities and trade concessions from India, 
but it is not expected that the new treaty will result in any substantial 
changes in the trading relationship between the two countries. 





jn trade with the rest of the world, primary imports are petroleum 
products, textiles, vehicles, and general machinery. The primary export 
is jute and jute goods, followed at a distance by hides and skins, minor 
quantities of handicrafts and a few specialized agricultural items. The 
rather unexpected surge in hard currency export earnings during the year 
was due mainly to increased jute marketing activities. In addition to the 
development of some new markets (in Africa), the government reversed a 
1974 action and again allowed the private sector to engage in the export 
of raw jute. 


Tourism continues to play an increasingly important role in Nepal. Although 
the rate of increase of overseas (non-Indian) visitors in calendar year 
1975 was only an abnormally low 2.7%, estimated gross foreign exchange 
earnings from tourism nevertheless surged by 27% to $11.5 million. The 
number of overseas visitors reached 74,500 and of Indians almost 18,000. 
Although changes in tourist visa requlations earlier this year caused 

some disruption, particularly for low-budget travelers, further robust 
growth is expected. More hotel space in Kathmandu is becoming available, 
easing capacity constraints, and the additional air links being introduced 
by Royal Nepal Airlines should substantially improve the ease of access to 
Nepal for tourists. 


Despite the currently improved situation, however, the prospects are for 
additional moderate-to-substantial balance of payments deficits for the 
next several years. Population growth in the long run has been steadily 
erodina Nepal's exportable rice surplus, and the jute market is shaky at 
best. Even in the unlikely event that the present level of exnorts could 
be saintained, continued impor*+ growth is likely to widen the trade deficit 
faster than tourism and other invisibles can compensate. 


Foreign Aid 


Given Nepal's largely subsistence economy and relative lack of natural 
resources, foreign assistance has been of great importance to the country 
ever since serious development efforts began in the early 1950's. Foreign 
arants and concessional loans still constitute over 40% of the aovernment's 
development budget; however, important qualitative chanaes are occurring. 
An increasing reliance on loans rather than qrants is emerging. Silateral 
aid continues to be of importance, with the United States, China, India, 
and the Federal Republic of Cermany among the chief donors, but multi- 
lateral institutions such as the World Rank, Asian Development Bank and 
various United Nations agencies are playing an increasingly central role. 
While various infrastructure development projects continue, in accordance 
with GON wishes a heiahtened emphasis is being given to projects with a 
more immediate impact on production, e.q., water resources and agricultural 
development. 





IMPLICATIONS FOR THE UNITED STATES 


With its smal! population, undeveloped economy, and geographic remoteness, 
Nepal is manifestly not destined to become a major market for U.S. goods 
and services. Nevertheless real opportunities of some significance are 
growing in certain specialized fields. Fueled by the tourist boom, 
commercial aviation is expanding and requiring more sophisticated avionics 
systems. Royal Nepal Airlines will probably be thinking about replacing 
its newly-leased Boeing 707 with a direct purchase in a year or so, once 
its new routes become well-established. Of particular relevance, the 
increasing size and number of major development projects financed by the 
World Bank and Asian Development Bank are beginning to create sianificant 
opportunities for consultancy, contractina, and equipment sales. Among 
such projects are the $65 million Kulekhani Hydroelectric project (IDA, 

et al.), the $45 million Hetaura cement plant (ADB), a $10 million Kathmandu 
airport expansion (ADB), and several irriaation schemes running in cost 
from $5-10 million. In some cases, such as road-buildina or irrigation 
projects, the scope is not complex enough to enable U.S. contractors to 
compete effectively against local or regional firms but the project never- 
theless creates opportunities for equipment sales. To take advantage of 
such opportunities, the services of a good local agent would be most useful. 
Unfortunately the number of experienced and competent agency candidates in 
Nepal is not large, so interested U.S. firms are also urged to make ful | 
use of the commercial! information services of the U.S. Department of 
Commerce for news of opportunities. 


Although there are a few hundred thousand dollars of private capital 
invested in a tourist jungle-lodge, there is no corporate U.S. investment 
in Nepal. This is explained largely by the relative lack of known natural 
resources and by problems of geoaraphic location. Yet, recognizing the 
country's need for foreign capital, managerial expertise and technology, 
the Government of Nepal has introduced a quite liberal foreiqn investment 
policy. Up to 100% foreign ownership is permitted under certain circum- 
stances and a variety of tax concessions and other incentives are offered. 
The problem is to define areas relevant to profitable foreiqn investment. 
One obvious one is the tourist industry, which has excellent growth 
prospects -- not so much in the establishment of additional hotels in 
Kathmandu as in the development of entirely new resort areas and facilities 
in the mountains. Another possibility, although the potential scale of 
operations is not yet well defined, is in well-managed exploitation of the 
lush southern forests of Nepal for wood and paper products. Yet another is 
food processing based on the very considerable potential for fruit and 
field crops in the southern plains. Particularly in the latter case, as in 
other consumer goods, one immediate question is market availability. In 
this reaard, a little known consideration is the accessibility of the 
Indian market to Nepalese products. Under the present trade and transit 
treaty between the two countries, manufactures containing at least 90% 





Nepalese or Indian materials are eliaqible for export to India free of 
customs duty or quantitative restrictions, while items with at least 50% 
value added in terms of local materials and labor are eligible for at least 
some dearee of tariff concession and access. (The present treaty is 

being renecotiated at the moment, but the new agreement is expected to 
provide at least equal if not more liberal terms.) Finally, the enormous 
hydroelectric potential of Nepal provides interesting possibilities for 

any hiahly energy-intensive industry. However, the development of this 
hydropower potential is proceeding very slowly, and it will be many years 
before really large amounts of power become avai lable. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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Buffalo, N.Y., 14202, (716) 842-3208. 


Charleston, W.Va., 25301, (304) 343-6181, Ext. 375. 
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Indianapolis, 46204, (317) 269-6214. 
Los Angeles, 90024, (213) 824-7591. 
Memphis, 38103, (901) 534-3213. 
Miami, 33130, (305) 350-5267. 
Milwaukee, 53202, (414) 224-3473. 
Minneapolis, 55401, (612) 725-2133. 
New Orleans, 70130, (504) 589-6546. 
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Richmond, Va., 23240, (804) 782-2246. 
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San Juan, P.R., 00902, (809) 723-4640. 
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Seattle, 98109, (206) 442-5615. 


Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the Bureau of In- 
ternational Commerce, U.S. Department of Commerce. 


The Bureau is organized geographically with a Country Mar- 
keting Manager responsible for a country or group of coun- 
tries as listed below. Assistance or information about market- 
ing in these countries may be obtained by dialing these key 
peopie directly: 202-377 plus the given extension. 


Area Extension 
Africa 3865 
Europe 
France and Benelux Countries 4504 
Germany and Austria 5228 
Italy, Greece and Turkey 3944 
Nordic countries 3848 
Spain, Portugal, Switzerland and Yugoslavia 2795 
United Kingdom and Canada 4421 
Far East 
Australia and New Zealand 3646 
East Asia and Pacific 5401 
Japan 2425 
Southeast Asia 2522 
Latin America 
Brazil, Argentina, Paraguay and Uruguay 5427 
Mexico, Central America, and Panama 2314 
Remainder of South America and Caribbean 
countries 2995 
Special units within the Department of Commerce have been 
created to deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa §737 


Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


Iran, Israel, Egypt 
Bureau of East-West Trade 
Eastern Europe 
USSR 
Peoples Republic of China 
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